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Investment and Sales

Anticipations

BUSINESS currently expects itz plant and eauipmenl; put-
Iays this year to regale 327 bilkon, slightly above last
year and about 51 billion less than the 1953 record, aecord-
ing to the survey of expectations condueted in Februvary and
enly March by the (ifice of Business Economice ond the
Seovrities and Exchonge Commission. Businessmen also
anticipate & higher dollar volume of sales in 1955, averaging
about 5 percent nbove 1054,

Bince the movement of mﬁitnl cutlays was slightly down-
ward throupgh 1954 and the first quarier of 1355, the present
programs now reported by business indicate an advenca from
the current level during bhe coming months of this year.

The investment ro%mms of public utilities and commer-
cinl companies, wit Fﬂrmad increases of 4 and 7 percent,
respectively, are moin { responsible for the projected uptyrn
in inveztment in 1955, but ¢ number of major manvfacturing
lines nre resuming the uptrend. Furthermores, whils manu-
facturing companies in the gate report o totel for the
full yeor 3 percent less thon i 198, they & B riso in

snditores beginning in the =zcond guarter. Boih the
rajlroads and mining companies report sizable reductions for
the year, bub other transportation concerns except another
your of high investment.

Tha survey raslis for major groups are ns follows:
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Examination of the survey resulis hy size of firm indicates
that very large manufacturers (those with sssets over 350
mnillion} sxpect little change in capital outlays from 1954 to
1985, oditwres by this group s e whole hava heen
quite stable since 1853 and have been an importent suatain-
ing infinencs in overall fived copitnl investment.

Medium-gized firme (with total nssets betweon $5 million
sndd $50 million) also expect t¢ maintain 195¢ rates of invest-
ment thiz year, in confroat to lost yenr when they reduced
their expenditures. Mwnufoctnrers with less thon $5 million
of assets anticipate some decline during 1955, but in general
the plans of such firms nre }ees certain thoo thosa of the
larger concerns and hove a higher degres of flexibiiicy.
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in 1955

According to tha quartarly informetion eollscted in this
survey, business pniicipates thet the current quarter will
represent the low point of the comporntively mald downtrend
in fixed business investment which has heen in p g8 Sinoes
the third quarter of 1953. Outlays are acheduled at a sso-
anna[blgamlf]uai:ad annual yate of $24 billion in the first three
montha of this ﬁan.r and are expected 0 advance to H274
billiea in the following quorter. This would represent o &
percent incronss ovar the aw in the firgt
wfould bring investment bock to the rate of tha
of 1934,

uarter and
& quorter

Plant and Equipment Expenditures.
Riza scheduled for tecond quartar
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On the assumption that this year's eapitel spending goal
of $27 billion iz realized there is implicit in thn&'ﬂMa SRABOL-
ally adjusted annual rote m the pecond balf also at $27%

illion, This pattern auppests that the second quarter gain
will be rosinioaned Inier m the vear,

Advanees in plant and aquipment expenditures from the
first to second half of thiz vear are expected by producers of
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both durable and nondarabla gmﬂs, and by public utilitiea,
rms,

and & transportation ¢ commarcial and
mining industries show little change in their spending rates
wﬁ iz period, whils only tha reilz anticipste Jower eapital
outlays.

Recent influences on investment

With the sxpected upturn in business fixed investrnont,
sll major sectors of private demand that moved downward in
Yate 1053 will have reversed thet movement. There can ba
little doubé that the recovery in business snles and eorn
gince Jost fnll has bolstared business confidence aond hns had
& salutory effect on thiz yeer's programs. _

In addition to increased earnings, depreeintion on the ex-

anding stock of capital has been o rlsmg source of internal
Punda. It is also quite likely thot added investment funds
have beeoms availabls to a number of conesrns a8 b result of
the provisions of the 1954 tax law which permit higher de-
gf:ma.tmn chnr%us on new focilitice in their eaxly yeors of uso.
other favorable factor that may be cited is the refatively
plentiful supply of investment funde from external sources
an comparstively favorsble terms.  Long-term  interest
rateg, while modaretely higher thon § monthe 2ga, ave =til
low. Terma of equity financing are close ko the lowest point

in the postwsar period.

Other foctors affecting renent nnd nenr-term investment
Eauds may be mentioned. While I;hlu uomp]?:i?:; of sm:]l_a

orenn expansion programs mgans o lower ra endi-
ture on Btiflcll; f nidad capital outlnys, tha vﬁaiflpme of
such expansion is still large. tha other hand, replace-
ment and modermization outlaye ars baing mointained, ae-
" pording to information obiéained i the cwrrent survey.
Finally, long-term growth factors ore still at werk oa a resulé
of the population inersnse and its shift to ouilying arens.
These factors are the major stimuli in the ngion in invest-
mant in retailing, in cormmuaications and in public utilitizs.

Quarterly trend reversed

Actual es now available For late 1954 indieate that
‘total eppital expenditures fell from o seasonnlly adjusted
annuol rate of somewhat under $27 billion in the third quar-
tor to closa to $26 billiom in the fourth, Dacrenses oceurrad
in mapufacturing, mining, railrceds #nd the utilities, while
spending by the commercial and nonrail twansportmiion

proupa was about unchanged. Another small iz
sx%?;;ted in the firet three monthe of this year.
at quorber 1965 investment waz off almost 10 t

from the high poimé in the third quarter of 1053. thie
amount about two-thirds is atéributable to the reduced rate
of investment o menufacturing facilities. In retvospect it
mey also be notad how quickly the decline modsrated ; more
than two-thirds of the total decrense occurred in the first
holf of thiz 18-month period. ] )

.. The pnticipated b percent increase in the second querter is
indicative of & foirly mde.ﬂlreud recovery. A riseia expecied
to take ploce in hoth the durable- and nendurable-goods seg-
ments of manufacturing, with o sornswhat sharper rise in the
lattar, Tn public usilities, ke zes group reports & pickup in
the apring menths a9 o result of new pipeline construction.
The commercigl group, where the buoyant retail trads pro-
grams are pradominant, expscle the Inrgest relative gain
over this pariod.

Realization of 1954 programs

Anticipated investment in 1954 15 reported by business in
our annunl survey a gilmr agro wag close to the amount actunlly
. Bpent, a8 bas been the cass #n most years sinca the end of
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World War IT.  Actnal regiémnditures declined 5 percent from
1953 to 1954, as compared with an anticipated reduction of
4 percent. Viewed on the whole, tha forecasiing value of
tha initial survey was vory pond.

Manufacturing companies in tha ta reduced their
capital sponding about s much as their estimate—7 per-
cetit—but some other major groups did not spead quite so
much in 1054 as expeected early last year. The railroads
scheduled & decrense of 28 percent but actunlly reduced out-
lays by 35 percent. Public utilities planned u decline of
almogt 3 porcent but actually cub their expenditures by 7

Business Capital Qutlays
by Maijer Industry Categories
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_pereont, greater ralative devistion ocgurring in pas than in

the electric utilities. The mining indnstry, which wos ex-
peciing g small incrense in its fixed investment rats from
1953, experienced o small degveazs, The commerein] and
nonrail transportation indusiries, on the other hend, boeth
slisk 'y exceeded their initiel expactations.

{Comperison of actval and mgiuj[pa.md cxpenditures by
monufpcturing industries in 1954 indicatos that most induos-
try groups corroctly projected tha trend in their copitel
outlays, Howevar, there wos ¢ tendency—offaelting in tha
total—for anticipations of durable-goods producers to under-
eatimnte both the reletive inereasez and decreases in in-
veatniant.

Producers of primmy metals and nonelectrical machinary,
for exampls, reduced their copital sutlays more than ingi-
ented by their early 1954 plans, whila sutomobile and other
tronspordation componies n:mcfe Yaxger increpses thon ax-

sted. The oclectiical ninchinery group experienced a

eling, in contrast to an earlier anticipation of ittle change.
In the noodurablegoods field speading by petreleum,
rabbor and chemical firms fell somawhat short of plans,
in eontrast to the food and beversga textile and paper
industriss, where plans were excceded.
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With respect to sizo groups, there wos a tendency for the
Inrﬁsat.-slzu gm:lllp to spend somewhnt fess than antisipated.
although, @& already noted, actusl spending was littla
ohanged from 1082, Expenditures by and medjum-
sizod companies in 1951 exceeded earlier anticipations.
The latter phenomonon has been cbserved for the amallest
coneerns in enrlier surveys and is probably a characteristic
Eif ﬁiins in which investment budgeting is not widely prac-

cod.

Manufacturing investment

Ascording to the prosent survoey, manmfacturers axpoct to
end $10% billion for new productivae focilities in 1955.
compures with actual cutlays of §12 billion and $11
billion, respectively, in 1963 and 195¢. Durnble-goods
prodacers expect & 4 percent decline in investment from
1954 to 1955, while nondurable-goods producers anticipate
spending 2 percent lesa.
. In tha durable goods fiald investment trends of major
industries diverge considerably and maay reversals of trend
mey be notad. Automobile produscrs are now weduding
cullays after che shorp spurt in their programs in late
1953 end in 1954, In conirmet, industrins that declined
last yenr—iron and etocl, nonferrous mataks, and maghinery
excopb elecirical—are expecting increased outlays in 1955,
more in the former indusbries they v the machinery groups.
Froducers of fransportation equipment other than sutomo-
bilea are aiso planning to spend mors than last yesr.

In the nondurable arap the paitern more nearly
respmbles last yoar's ehanges with s few important excep-
tions, Tha petcolenm industry, the only maejor indusiry
that has continually incrensed nnnual sapitel outlays sings
1949, is tlem'u:lg naother small inerense, Food and baver-
n:,ges and textiles expect their expenditures to fall again

e latter for the fourth successive year, The chemic
and paper industries cxpeet their investment to ba about
bthe same ns in 1956¢ while rubber monufncturers foresne a
small incresse in their spanding. Programs of both tha
chemical and rubber industries wore eut sizably last year.

Replacement and expansion

In this yeor's annual survey eompanies were

ate their totnl plant end cquipment expenditures in

1954 and 1055 batween outlays for replacement and modern-

ization and thoas for exponsion.’ Because of the naturs

of the question nnd the difficulty of precisely defining those

eategories thy data and senclusions presented here ghould ba
congiderad very tentobive,

For all manufacturing industries combined, replacement
and modernization sxpehditures were just ovar o-fifths
and expansion close to two.fiftha of total plani. snd equip-
ment sxpenditures in 1854, The great majority of major
industriss indicated that replacemoni and moderniza
expenditurea nceounted for between one-half and two-thirds
of their nggregate outlnys. The chemical industry repertad
the lewest proportion of 1954 ovtlays for replacament and
the '}liﬁhmt for expansion while the opposita was trna for
text

The survsy reveals that from 1054 to 1955 manufectorers
a3 a whole expect to mointein their sutlays for replacoment
and reduce their outlays for expansion by about 4 servenla.
This patiorn iz essontially the same for both the durnble-
eoods and the nondurable-goods proups.
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When more detailed indusiries ore examined, it appears
that for industries in which inereased outlays ars ﬂnﬁt‘ﬂmtﬂd
from 1054 o 1965, e;xiﬁn;fion ontlays are slmost alwa
sgr&ﬁoted to advence, while replncement outlays are bei
either maintnined or Incressed. Induatries with nnticipa
deerersns in invegiment in most opges chow planned redue-
tions in both replacement snd expansion expenditures,

The 1953-54 monufacturing decline -

Although che survw:ﬁ indicates that manufecturiog owtlays -
i 1956 a8 o whole will he slightly lower than they were lnst

yenr, of greater significonsce is the mﬁa%g:m& rmmrfy in
mannfacturing iavestment fuilnwinﬁ- tha firat quarter of the
present yesr. 'The mannfacturing drop will hove Insted two

Manufacturing Investment Programs
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full years—on the assumption that the current plane ore
ranlized—but the reduction hns not beon of large proportions
and thus hae not exerted o serious deflationary sffset on
economic activity, The recent reduction may be compared
with the downiurn thot sceurred in the 1948-50 pariod, when

over 4 compurable S-quarter span manufacturing investment *
fell n.gpmxima.taly one-third, or twice as much as it did
Yecently,

Tha modernte charncter of the yacent decline may ba partly
expleined by the fact that investment cycles of the warious
industrics have mot coincided jr their timing. Thus the

primary metals industries, which reached their mohilization
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in 1852, were & significant contributing Iastor in the
5 inveatment from 1053-54, The

. impact of this drop on agﬁmguta investment was moderated

to o considerabla extent
» putlays by automebils producers
mobilization yesrs, 195153, had
little change. . '
As o yasult of such divergent movements, the net dacline
in durable g invegtmant fyom the in tha firet quartar
, of 1953 to the indicated trough in the first quarter of this year
will have pteounted to 20 percent. This may be comparad
< with 8 one-third decresse in durable manufacturing invest-

the sharp increase laat year in
whose expenditures in the
undergone comparatively

ment betwzen the third quorter of 1948 and the fourth

quarter of 1049, » period thet witneased a drop in capital
outlays in virtually every major manufacturing industry.

+ Nonmanufacturing

v Lasé yeer noomanufacturing investmeent fell by less than
4 pergent from the previoua year, as & rise by the commaercial
group partially offeet the sharp dirop in reilroad expenditures
and the much smoller relative declines m utilities, mining
and other trensportation, This s survey reveals &
reasumption of tha rise in nonmanufacturing, sizshle guing in
the commercial industries being nugmented by a slight

- increase in the programs of utiliiies.

Utilities expect rise

The public ukilities expeet to spend 34.4 billion for new
plant and equipment in 1955, a 4 pereent inerease from last
year, Hxpenditures for the group are snticipaied to show a

= riging trend throughout 1955, attributable te higher invest-

A

ment in natural transmission lines. The
panies expect little change from 1954.

Since the end of 1950 the utilicies heve made net additione
of 25 million kw.-hr. €0 their cepacity, & rise of almeat &0
poreent., According to trade reporie, outlays for dlectric
generating focilities in 1955 ere expected tov decline for the
gecond successive Yyeor, while higher outloys sre baing
seheduled for transmiesion and distribution facilitiea, Out-

» laye for distribution faciiities, though rising, are stll lower

- I'm].

than they were in 1840,

Roilroads plan further cuts

During the coming yenr & further reduction of nbout 11
percent; 18 heing planned by the railreads. This will bring
expenditures to about 3% billion, well below epending
rates in other poatwor Ivl::m The drop is smaller than that
from 1953 to 1954, when outlays wers reduced by almost
one-half billion doflars, Over that period ngtelletiona of
disse] locomotives were reducad almost ong-half whila freight

car installations declined even more relatively. For the .

first time since 1950 more freizht car copacity was retired
for passenpger cars were main-

.. than purchesed. Dutlnlys
but expenditures for rondwaie and structwes declined

one-fifth.

Commercial strong

. The most buoyant, area of investment in the coming yeor

« B in the ecommerciol field, where trade firms particularly

atd communications companies to & lesser extent aye plan-
ning increpses over 1954 spending.? boom in invest-

2 This yoor for the Arst lme direct Inkormation wee chésloed by the OMea of Bosnam
B et s on nuﬂ‘hﬂ sponding phme of retall firme ok rogksberod) writh the Booodtlos nowl
Emh%? Comibilsbon. Tl sapplearents tho date sapplied by mmﬂlrﬂlﬂﬁwﬁcwlﬂl
e BEQ, The new asnplo oovers ol frme wiih o0 op oo smplovec—eorparts
T4l b nemoor porats, A ohaln s well asleds perdent alams.

ctrie comn. -
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ment by the former group reflects the high Tate of activity
by food, general merchandize, npperel and drug firms in
opening sforss in new shopping centors, ne well as their
extensive modernizotion programs for atores in established
communities. All size groups expect an incressed rate of
expansion in 1855. The very 1 t organizations antici-
pate o somewhat smollor relative rise than do the smaller
sizo groups probably because of the sustained high lewel
of their invastment in recent years.

Sales Anticipations

The 1955 sales noticipations collected in this survay indi-
cate thot businesemen over a wide range of industiies are
locking forward to higher sslez this year. Advinces are
being projected in manufacturing, wholesale and rotail trade,
aod goz atd electric utilities, o lorgest relabive incresss
among the major industrial groups is tha B percent rise
expected by the public utilitics,

Table L—Manuinctueors’ Salen Expeototivi, 1953, by Indoagry |
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Exchange Coommilseion. .

All major manulpeturing industrias are prejecting soles
incronses during the coming year., The durahle-goods grou
foresees o rise of 5 percent, and nondernbles, an advones o
4 percent over 1954, When the current rates of sales are
compnred with these seles projections, the implications for
the ramainder of this yerr are for the maintenance of durnble-

gales aé the improved rate reached in the fourth quarter
of 1854, and for o further inorease in the ease of nondurables,

The primary metals industries, which declined most last
year in the durable-goods field, cxpect the lorgeat relative

ain this yegr—10 pereent, with the intions of mon-
arrous metels producers somewhat higher than those of steel
companies, achinery componics expect o somewhai
sm sulvance than the durable-goods nverape, possibly
refiecting the tact that for industry generally investment. out-
laye this year are expected to be shghl.Hl pbove 1654

%11 nondurablas projected snles inoreases fall within a com-
poratively nerrow range, Somewhat largor-than-av
inereases are expected by the chemicals and textilos industries
whila the poatroleum ond rubber industries enticipate less-

than-pvereze pains.  (Sea tabla)



Projected vs. realized sales in 1954

Menufaeturers’ snles appraisals for 1054 as reportad in the
BUIVEF nTgaur ago were quite dose in the n%;regu.ta to actupl
soles. e trend woa correotly indicnted, but the drop of 5
t from 1953 wae somewhat Jarger than the 3 percent

oreensk, . '

In durabte-goods manufnciuring, shipmeats decrensed 11
perconit over the year as against o projecied § percent, while
in nondorshle gonds the respectiva res were vises of 1
percent and 3 percent.  Actual snles fell somewhat short of
projestiohs in most hard-goods linos—the stons, clay and
glase industry proving the unl"fbumaption with ¢ small in-
CTCA3E i!lﬂtrﬂlH of a decrease. ere were large devintions in
tha ateel nnd nonfarcou: metals industrics.

In nondurnbles, dizarepancics balwesn actuat and antiei-
pated sples were leas pronounced than in durnbles, Sales in
the food and bevernges and chemicals industrics came close
to reslization. Textile sales fell somewhat more and peiro-
leum sales ross somewhat Jess thon anticipated. Sales of tha
rubber industry were off sharply from their projeciion of a
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Eall drop, while paper companies excesded enles projestions
eomparison of Inst year’s plons and resalts points to 4
siznificant correlation between actusl and antiepated invest.
ment nod sales, Iron end steel, nonferrous metels, elactrionl
and other machinery, chomicals, patroleum nnd rubber had
either lager sales declines or smaller sales increases then
expecied, and also invested less than notavipated, i
the industrics with higher than projected sales, such 2s stone
and paper, invested more than planned. - This suggeets that
deviations from expoctations last yeer comsed many
induatries to adjust their investmant programa in the same
directionm. . )

The major excepiion was the transportabion equipment
indusiry, whare investment eonziderably excseded plans aven
theugh sales 16ll & little short of uxei}ectﬂbinnﬂt Here the
manr Inetor was the large-scale mod clmnm m the auto-
mobile industry. This change in product had a very
considerable invorable effect upon the markei for cars, as
hi#a heen pointed out in recent iesues of pur manthly business
anglyees. It is 2 good example of the effects upon the general
business situation of antonomous monagement decisions.

Ton &—Expenditurcs: on New Floni and Equipment by U, 5. Bualoess,! 1952=55
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